immediately above. Any common line adjustment formula would
simply "double count" the growth in LEC output that is
already reflected in the TFP study. 1Indeed, a per line
formula would double count 100% of this output growth, while
a 50/50 formula would double count half of the growth. 1In
short, the Commission can, and should, discard the common

line adjustment formula in a revised LEC price cap plan.?'’

F. The Commission Should Not Narrow Exogenous
Cost Eligibility - Baseline Issues 6a,
6b and 6c.

The Commission suggests that exogenous cost treatment
under the price cap formula should be limited only to so-
called "economic cost changes" beyond the LECs’ control,
which would exclude accounting changes, such as those relat-
ed to modifications of the Generally Accepted Accounting
Principles (GAAP) and the Uniform System of Accounts

(Usoa) .8

217 1f the Commission were to retain an adjustment
formula, there is no rational basis for moving to a per line
formula. The current 50/50 formula represents a compromise
between advocates of a per minute formula (primarily the
LECs) and advocates of a per line formula (primarily the
IXCs). The formula was adopted because the Commission
recognized that both LECs and IXCs contribute to common line
growth. See Second Report and Order, gupra, 5 FCC Red at
6794-95. Among other things, the Commission noted that LEC
marketing initiatives, service innovations and network
investment activities contribute directly to the growth in
common line minutes. Id. at 6794. Nothing has changed in
the intervening 4 years to alter that view.

218 NPRM, 9§ 64.
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USTA disagrees that exogenous cost treatment should be
limited to economic cost changes. Historically, telephone
companies have been regulated based on accounting costs.
Indeed, the initial January 1, 1991, rates under price caps
were based on accounting costs. If those accounting costs
were misstated because the Commission’s accounting rules did
not reflect economic costs, the initial price cap rates in
the aggregate were misstated, and any subsequent correction
to the accounting costs must be reflected in the relevant

price cap indices.?'®

For example, changes in the jurisdictional separations
procedures do not change underlying economic costs. Yet, if
the separations rules were to change so that additional
costs were allocated to interstate, price cap LECs would be
unable to recover those costs without an exogenous cost
adjustment. This is so because the rate levels reflected in
the initial price cap indices (PCIs) were based on the then-
existing separations rules. If additional costs were now to
be allocated to interstate, the LECs could not recover those
costs from the intrastate jurisdiction, and without exoge-
nous cost treatment, the costs could not be reflected in the

LECs’ interstate rates through a PCI adjustment.??°

213 Harris at 26.

0}
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USTA recognizes that as access markets become more
competitive, it may be appropriate to change the mechanics
of how exogenous costs are treated under price caps. Cur-
rently, the rules require exogenous cost changes to be
apportioned on a cost-causative basis among the price cap
baskets.?! As competition limits a LEC’s ability to in-
crease its rates across-the-board, and as competitive ser-
vices are removed from price cap regulation, it may be
appropriate for LECs to reflect exogenous cost adjustments
associated with a specific service in the rates for that

service.???

USTA opposes the Commission’s suggestion that adminis-
trative procedures should be established to permit access
customers or other groups to request exogenous treatment for

cost changes.??3

No rule changes are needed to ensure that
all appropriate exogenous cost changes come to the Commissi-
on’s attention. Nothing in the Commission’s current rules
preclude any party to petition the Commission on any matter,

including those related to exogenous cost treatment under

price caps.

221 gee 47 CFR § 61.45(d) (4).

222 purther, to the extent that Commission-mandated
requirements (e.g., 800 data base) affect specific services
(or groups of services), the costs associated with the
requirements should be reflected in the prices charged for
those services.

223 NPRM, 9§ 65.
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Finally, the Commission states that LECs generally
initiate requests for exogenous cost changes, and have
incentives to report exogenous cost treatment, only for
those changes that might justify PCI increases.?** It is
true that the price cap LECs have requested more cap in-
creasing changes than cap decreasing changes. But, this is
because the Commission itself has been quick to identify
those exogenous changes that would decrease the cap. Over-
all, price cap LECs have been subject to more cap decreasing
exogenous cost changes than cap increasing changes. As set
forth in the table appended as Attachment 10 to these com-
ments, from 1991 through 1993, the net effect of all exoge-
nous cost adjustments for price cap LECs has been an aggre-
gate reduction of $730,100,000.

G. LECs Must Be Afforded Equal Treatment With

Other Access Providers Under the Commission’s
Rules - Baseline Issues 9a and 9b.

The Commission recognizes that with the advent of
switched access competition, it "is appropriate to consider
revising our rules to equalize the treatment of LEC and CAP
access rates in the calculation of AT&T's exogenous access
costs."??®> Currently, AT&T is required to adjust its price

cap indices only to reflect changes in what AT&T pays for

224 Id.
225 NPRM, 9 8s6.
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access to LEC networks.?*®* Because AT&T need not pass on

to its customers any savings in access from any source other
than a LEC, a substantial, regulatory-induced incentive is
created for AT&T to bypass LEC networks in favor of other

sources.

USTA urges the Commission to eliminate this non-econom-
ic bias against LEC networks in either of two ways. The
exogenous cost requirement could be removed from AT&T's

price cap plan.?¥

Alternatively, AT&T's exogenous re-
quirement could be redesigned to ensure that AT&T’s custom-
ers will receive the benefits of lower access rates without
causing distortions in access markets. This can be accom-
plished by requiring that the AT&T exogenous adjustment
include all access cost reductions, whether they originate

from LEC price changes, CAP price changes, or substitution

of LEC and CAP services.

In either case, the status quo cannot be maintained.
In its current form, the AT&T exogenous adjustment places

the LEC at an artificial disadvantage in AT&T's consider-

226 gee id. at § 84.

227 1f the Commission were to adopt this alternative, it
should still require AT&T to pass through any access rate
decreases that might accompany an increase  in the EUCL
charge. Such action is necessary to ensure that end users
would benefit from lower long distance rates made possible
by reduced access charges.
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ation of the relative efficiencies of LEC versus CAP access

services.

Additionally, as the Commission surmises,??® increas-
ing competition between LECs and CAPs provides reason to
equalize other areas pertaining to the regulatory treatment
of LECs and CAPs.?*®* These areas, which are largely dis-
cussed in detail above, include:

Pricing Flexibility - There is no reason for allow-

ing LEC competitors pricing flexibility while denying
the same to the LECs themselves. Unequal treatment in
pricing flexibility places LECs at a substantial com-
petitive disadvantage. For example, as recently as
March 4, 1994, the Acting Chief of the Common Carrier
Bureau rejected a LEC tariff revision that would have
allowed ICB pricing in response to customer requests
for proposals.?® The proposed tariff mirrored a

CAP's tariff language which was accepted by the Commis-
sion just months earlier. This limits the LEC’s abili-
ty to compete with the CAPs for the customer’s busi-
ness.

Rate Structure - The current rules dictate the struc-
ture of many LEC services. LEC competitors, however,
can structure their services in any way that best meets
the needs of their customers. Again, this handicaps
the LECs’ ability to compete.

Tariff Notice Periods - LEC competitors can make tariff
revisions on one day’s notice, while LEC tariff revi-
sions are often delayed for months. This not only
makes it difficult for LECs to meet the needs of cus-
tomers in a timely manner, it provides LEC competitors

228 NPRM, 9§ 86.

229 gee Harris at 26-28 for an extended discussion as to
why it is important to equalize the regulation of LECs, CAPs
and other service providers.

230 gee Southwestern Bell Telephone Company, Revisions
to Tariff F.C.C. No. 73 - Transmittal No. 2297, DA 94-204,

released March 4, 1994.
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with advance notice of LEC offerings which is generally
not otherwise available in competitive markets.

Cost Support and Demand Information - LECs, but not
their competitors, must file voluminous cost and demand
data with many filings, particularly those related to
new services. This information unfairly provides LEC
competitors with market intelligence about LEC net-
works, costs and customers.

Economic Depreciation Rates - LEC depreciation rates
are established by Commission proceeding. LEC competi-
tors, on the other hand, can set their own depreciation
rates which more closely reflect economic cost and
market characteristics.

Sharing and Disincentives for Investment - LECs must
reduce their price cap indices when earnings exceed
arbitrary thresholds. LEC competitors, including cable
companies and AT&T, have no such requirement.

Service Area Descriptions - All interstate common
carriers should include a detailed description of their
serving areas in their tariff filings. Only LECs are
required to include such information now.

Other Reporting Requirements - In general, all inter-
state common carriers should be subject to the same
reporting requirements with respect to costs, invest-
ments, infrastructure development and service quality
performance. 3!

In sum, the Commission should eliminate the current

asymmetrical and burdensome regulations and policies that

231 Additionally, the Commission should apply the provi-

siong of Part 68 of its rules, governing network connec-
tions, equally to both LECs and their competitors. Current-
ly, only LECs must terminate their facilities at a "demarca-

tion
nect
ment .

point," whereas non-LEC service providers can intercon-
their facilities directly with customer premises equip-
See 47 CFR § 68.3.
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handicap LECs in increasingly competitive markets, and which
deny customers the full benefits of competition.?3?
H. There is No Reason to Increase Service Quali-
ty and Infrastructure Monitoring Requirements -
Baseline Issues 7a and 7b; Transition Issue 4.
USTA has shown (Sections II.B.2 and 5 above) that
customers have continued to enjoy high service quality under
price caps, and LECs have continued to make network up-
grades. Given these results, there is no basis for increas-
ing either the service quality or network infrastructure
development requirements that are placed on price cap LECs.
Any additional reporting requirements would serve only to
increase what are already substantial compliance costs
without providing any countervailing benefits, and widen the

existing asymmetry between LECs and their competitors.

USTA believes that the market place is the best source
for service quality intelligence, and as the access market
becomes increasingly competitive, customer actions will
ensure that service quality remains at uniformly high lev-

els.?*® For this reason, the Commission should reduce the

232 professor Harris states that regulatory policies
which "treat competitors differently can artificially bias
customers’ choices and distort entry and investment deci-

sions." Harris at 16. Harris believes that regulatory
"policies should promote and protect competition, not pro-
tect competitors from competition." Id.

233 gee Harris at 26.
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existing reporting requirements as competition continues to
develop in access markets.
I. No Changes are Necessary in the Rules Govern

ing the Sales and Swaps of Exchanges -
Baseline Issue 10.

The Commission seeks comment on whether changes are
needed in the existing rules that pertain to the sales and

swaps of exchanges between LECs.?*

The Commission is ap-
parently concerned over "unintended windfalls and transac-

tiong that artificially increase subsidies."?3"

In USTA's view, no changes are necessary in the exist-
ing price cap rules covering sales and trades of exchanges.
As the Commission recognizes, such transactions can "improve
efficiency and service quality" and "can also promote better
infrastructure development by placing exchanges in control
of another LEC whose business plan makes it more committed
to developing improved service in the exchange." Because
each transaction presents its own unique set of circumstanc-
es, adoption of a new rule, such as an exogenous cost ad-
justment to reflect an increase in Universal Service Fund
(USF) rates,?® could unnecessarily discourage transactions
that would otherwise have substantial public interest bene-

fits. The Commission should continue to assess these trans-

234 NPRM, 9§ 88.
235 Id
236 gee id.
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actions on a case-by-case basis, and deal with any necessary
changes to its USF policies in a comprehensive proceeding on
that program.

J. The Commission Should Avoid Diminishing
LEC Incentives by Too Frequent Review of

the Price Cap Plan - Transition Issue 5.

The Commission asks whether it should review the price
cap plan more frequently than every fourth year, suggesting
a review every second year, oOr even every year, on issues
related to the level of competition in access markets.??’
The Commission notes, however, that frequent review might
undermine the price cap efficiency incentives if LECs per-

ceive that any increased earnings from efficiency gains may

be eliminated at the review stage.?®

USTA agrees with the Commission that a too-frequent
review of the incentive features of the price cap plan could
diminish LEC incentives to undertake efficiency measures, as
well as innovation and network infrastructure develop-
ment .?*°* Moreover, USTA’s pricing flexibility proposal,
detailed above at Section IV.C, provides a mechanism to

account for changes in the degree of competition in access

237 NPRM, 9§ 99.
238 Id

23 gee SPR Report, p. 48; NERA at 23. ("To obtain the
full benefit of incentives to increase productivity growth
and achieve the highest possible dynamic efficiency, the
productivity offset must be gtable over a long period of
time . . . .")
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markets without the need for a formal review proceeding.
For these reasons, so long as USTA’s proposal is implement-
ed, the Commission need not undertake frequent or regular
reviews of the LEC price cap plan.

K. GDP-PI Should Be Substituted for GNP-PI
as the Measure of Inflation in the Price

Cap Formula - Baseline Issue 11l.

The Commission asks whether it should adopt revisions
to the LEC price cap plan other than those specifically
discussed in the NPRM.?*° USTA recommends that the Commis-
sion substitute the gross domestic product - price index
(GDP-PI) for the gross national product - price index (GNP-
PI) as the inflation measure in the price cap formula. This
simple change will reduce administrative burdens and should

have little, if any, impact on the LECs or their customers.

Beginning in 1991, the U.S. Department of Commerce,
Bureau of Economic Analysis (BEA), discontinued publication
of the 45-day estimate of the GNP-PI, substituting a 45-day
estimate of the GDP-PI. While the BEA continued to publish
a 75-day estimate of the GNP-PI, that estimate has not been
released in time for incorporation in the price cap LECs’
annual access tariff filings. Most LECs now use the 45-day
GDP-PI estimate in their April filings, and then make an
insignificant, but administratively burdeﬁsome, "true-up" to

reflect the 75-day GNP-PI estimate in a June filing.

240 NPRM, 9§ 90.
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In respongse to USTA comments on last year’s tariff
review plan, the Commission made no changes regarding the
use of these indices, stating that the "exact relationship
between these two indexes is unclear at this time."?*! The
"exact relationship" can now be determined. Attachment 11
to these comments shows a comparison of the two indices for
the period 1982 to 1993. This comparison demonstrates that
the two indices are virtually identical.?*? Accordingly,
the Commission should revise its rules to specify the GDP-PI
as the inflation measure for the price cap formula.

V. STUDIES DEMONSTRATE THAT USTA’s PROPOSAL WILL ENCOURAGE

TELECOMMUNICATIONS INDUSTRY INVESTMENT, PROMOTE TECH-
NOLOGY DEPLOYMENT AND STIMULATE ECONOMIC GROWTH.

USTA commissioned the WEFA Group to perform an economic
impact analysis of revising the LEC price cap formula.
WEFA’'s analysis compares a baseline forecast of U.S. econom-
ic activity over the next ten years with a forecast that

includes expected changes in LEC investment activity and

241

Commigsion Requirements for Cost Support Material to
be Filed with 1993 Annual Accegsg Tariffs, Order, DA 93-192,

released February 18, 1993, ¢ 1s6.

242 Technically speaking, the GNP-PI measures prices
related to production by labor and property supplied by U.S.
residents (i.e., it includes U.S.-owned firms located out-
side of the U.S. and excludes foreign-owned firms located in
the U.S.). The GDP-PI measures prices related to production
by labor and property located in the U.S. (i.e., it includes
foreign-owned firms located in the U.S., but excludes U.S.-
owned firms located outside of the U.S.). See U.S. Depart-
ment of Commerce, "Survey of Current Business," August 1991,

p. 8.
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other impacts resulting from revisions to the price cap plan
as proposed by USTA.?** WEFA’'s analysis shows that USTA’s
proposal would, if adopted, result in the growth of employ-
ment, gross domestic product and consumer benefits over and
above that which would occur if USTA’s recommendations were

not implemented.?**

WEFA’s analysis utilizes the results of Dr. Darby’s
study which shows that it is reasonable to expect increases
in telecommunications industry investment ranging from
approximately 5% in 1995 to 15% in 2004 as a result of

adoption of USTA’s price cap proposal.?*® WEFA also as-

243 The baseline forecast was based on WEFA’'s U.S.
Economic Model which is used by many top business firms in
their own planning and forecasting activities. The impact
of USTA’s price cap proposal was simulated through WEFA’s
Industry Analysis Model which is used to estimate and fore-
cast the impact of changes in specific industries on other
industries and on the economy as a whole. See WEFA at 4.

2¢¢ The Commission seeks comment on the results of the
Wharton Report which in 1987 predicted the economic impact
of price cap regulation as applied to AT&T. NPRM, § 33. As
WEFA points out, while the basic analysis was similar, the
current WEFA model, and approach, are different than those
used 7 years ago. See WEFA at 5-6. The present economic
model is more complete and it has been enhanced by doubling
the number of industries covered by the model. Id. Fur-
ther, the current study, unlike the 1987 study, incorporates
such factors as telecommunications industry investment,
telecommunications service quality and economy-wide techno-
logical change. Id. at 6.

245 gee Darby at 24; WEFA at 5, 7. In real terms, total
telecommunications investment increases during the forecast
period by more than $30 billion (in constant dollars) gver
the baseline forecast which itself assumes fairly substan-
tial growth in telecommunications investment as compared to
prior periods. See WEFA at 7-9, Table 1.
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sumes that, driven by the enhancements to the public tele-
communications network which are stimulated by USTA’'s pro-
posal,®*® quality improvements in currently available and

new telecommunications services will increase each year,
ranging from a 1% increase in 1995 to 3% in 2004, for a
cumulative quality gain of approximately 18%.%*” This as-
sumption is consistent with the findings of Dr. Lawrence K.
Vanston as set forth in his study on the impact of increased
telecommunications infrastructure investment on technology

adoption and service quality.?®

Finally, WEFA assumes

that the rate of economy-wide technological change and
technology implementation will average 0.01% higher per year
from 1995 through 2004 as competition improves available
services, more businesses and households utilize advanced

technologies, and competitive threats from abrocad intensify

with a worldwide economic recovery.?*®

246 These enhancements include, most notably, adoption
of ISDN capabilities, and the deployment of advanced broad-
band equipment and services.

247 WEFA at 5, 9, Table 2. In WEFA’'s models, the quali-
ty improvements translate into an increase in the value of
telecommunications service to end users. Id. at 9.

248 gee Vanston at 17.

249 WEFA at 5. WEFA notes that its assumptions are
conservative given the speed with which new telecommunica-
tions applications and processes could be developed and
adopted when an enhanced, broadband network becomes avail-
able. 1Id.

98



Comparing the baseline forecast with the revised price
cap projection shows a more robust U.S. economy as a result
of the changes proposed by USTA. Accelerated LEC investment
resulting from the proposal will improve service quality at
a faster rate.®® 1In response, businesses and households
will adopt enhanced telecommunications services sooner than
in the baseline forecast, yielding a somewhat faster rate of
technological change over the forecast period.?**® This
acceleration in service quality and in the deployment of
enhanced technologies will result in increased use of tele-
communications services by all sectors of the U.S. economy,
leading to increases in the rate of overall technological

2

change and productivity levels.?®? As a result, total real

GDP will reach almost $8.8 trillion in constant 1994 dollars
by 2004, surpassing the baseline forecast by over $60 bil-

3

lion in real terms.?®?® The total cumulative gain is almost

$280 billion over the next ten years.?®®*

250 gee Vanston at 17.

251 WEFA at 1.
252 WEFA at 1.
283 14. at 1, 2.

254 1d4. at 1. Among major GDP components, personal
consumption expenditures gain nearly $148 billion cumula-
tively over the ten year period; business fixed investment
increases by almost $70 billion; and residential investment
rises approximately $28 billion. The federal budget deficit
improves by nearly $150 billion cumulatively by 2004. 1Id.
at 2.
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This growth translates into tangible economic benefits.
For example, in addition to the gains in the economic aggre-
gates, housing starts will increase by almost 30,000 and
automobile sales will increase by over 100,000 units in 2004
relative to the baseline forecast.?®® The nation’s balance
of trade will improve by almost $6 billion in 2004 compared
to the baseline forecast.?®*® Greater domestic and foreign
demand translate into a cumulative gain in industrial pro-

duction of over 1.3% during the ten-year period.?®’

With USTA’s proposed price cap revisions, the economy
will gain over 500,000 additional jobs over the forecast
period as compared to the baseline.?*®* The additional jobs
would be spread throughout the economy, with all major
industry groups participating in the gains, including the

service sector, manufacturing, retail and mining.

In terms of consumer benefits, due to the efficiencies
gained throughout the economy, the annual inflation rate (as
measured by the GDP deflator) will be 0.15 of a percentage

point lower on average per year over the next ten years.?®®

255 WEFA at 17.
256 Id.

257 Id.

258 1d4. at 2. This gain will improve the unemployment
rate by 0.4 of a point. Id.

%% 1d4. at 2.
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Cumulatively, the overall price level will be 1.4% lower by
2004. Consumer price inflation will decrease by an average
of 0.18 of a percentage point per year over the next ten
years, saving consumers approximately $136 billion in real
termg in 2004 on their total purchases.?®® At the same
time, disposable income will be about $30 billion higher in

real terms in 2004 than under the baseline forecast.?®!

In sum, adoption of USTA'’s proposal will further impor-
tant Commission objectives by increasing investment, encour-
aging a more rapid deployment of new technology, and stimu-
lating economic growth. These benefits will not be limited
to the telecommunications sector, but will be enjoyed by

virtually all segments of the U.S. economy.
VI. RELATIONSHIP TO OTHER PROCEEDINGS - Baseline Issue 12.

The Commission seeks comment on how to "best harmonize
the review of LEC price caps with other proceedings and
proposals."?®? Ag an initial matter, it is clear from a
review of the NPRM, that the Commission raises issues simi-
lar to those identified by USTA’s Petition in RM-8356.

These issues include the need to change rate structure rules

and pricing guidelines as markets become more competitive,

260 14. Cumulatively, total consumer savings is over
$580 billion for the ten year period. Id.

261 Id.
262 NPRM, § 91.
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the need to change the new service pricing rules, and the
need to examine existing incentives and their effect on
universal service, economic growth and infrastructure devel-

opment .

As explained above, the recommendations set forth in
USTA’'s Petition are appropriately considered in this pro-
ceeding and are necessary for achieving several important
Commission goals including, inter alia, universal ser-
vice,?®? infrastructure development, economic growth, new
service introduction, network efficiency and balanced compe-
tition. Further, the issues covered by USTA’s Petition and
the NPRM are affected by the same external factors that are
rapidly transforming access markets such as converging
technologies, changing customer needs, and increasing compe-
tition. They are also both intrinsically related to various
Commission regulatory initiatives including expanded inter-
connection for switched and special access services adopted

in CC Docket No. 91-141,%%* and restructured local trans-

263 USTA recognizes that the Commission may wish to
address specific universal service issues in a separate
proceeding, and believes that such a proceeding could pro-
ceed concurrently with this proceeding. See USTA’'s Comments
in RM-8388, Inquiry into Policies and Programs to Assure
Universal Telephone Service in a Competitive Market Environ-
ment, filed December 16, 1993.

264 gee Expanded Interconnection with Local Telephone
Company Facilities, CC Docket No. 91-141, Report and Order

and Notice of Proposed Rulemaking, 7 FCC Rcd 7369 (1992),
modified on recon., 8 FCC Red 127 (1992), modified on second
recon., 8 FCC Rcd 7341 (1993); Second Report and Order, 8
FCC Rcd 7374 (1993).
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port services adopted in CC Docket No. 91-213.2%%° For all
of these reasons, the instant review of LEC price caps
should incorporate the recommendations made in USTA’'s Peti-
tion so that appropriate changes can be implemented effec-

tive January 1, 1995.

This proceeding is also linked to the Commission’s
ability to achieve depreciation reform in CC Docket 92-
296.%° As noted above (Section IV.A), elimination of the
sharing mechanism from the LEC price cap plan would remove
the last policy barrier to allowing LECs to control their
own depreciation rates.?’ LECs should be permitted to set
depreciation rates by filing minimal supporting documenta-
tion demonstrating that they have used generally accepted
and approved depreciation methods.?®® The LECs’ competi-
tors are able to establish and change their depreciation

rates to match the economic lives of the assets they employ

65 gee Transport Rate Structure and Pricing, CC Docket
No. 91-213, 7 FCC Red 7006 (1992); modified on recon., 8 FCC

Rcd 5370 (1993), modified on gsecond recon., 8 FCC Rcd 6233
(1993) .

266 gee Simplification of the Depreciation Prescription
Procesgss, Report and Order, supra.

267 professor Harris recognizes that the "need to regu-
late depreciation is driven by sharing, as the argument
goes: so long as the rate of return is regulated - which
sharing requires - you [must] also regulate the rate base,
i.e., prescribe depreciation rates." Harris at 21.

268 USTA recognizes that full depreciation reform might
require changes to Section 220(b) of the communications Act.
See 47 USC § 220(b) (1993).
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in rendering access services.?®® In contrast, although
subject to the same factors influencing the recovery of
their assets, LECs are often burdened with non-economic
depreciation lives when the Commission substitutes its own

view for that of the companies’ management.?"°

In CC Docket No. 93-251, the Commission has proposed
changes to its affiliate transaction rules.?’? The Commis-
sion adopted those rules prior to price cap regulation to
address its concern that LECs might cross-subsidize non-
regulated activities from regulated operations.?’? As ex-
plained above (Section IV.A), however, the affiliate trans-
action rules are not necessary to prevent cross-subsidi-
zation under price cap regulation so long as price caps are
fully severed from the last remnants of rate of return
regulation, in particular the sharing mechanism. According-

ly, the Commission should eliminate the sharing mechanism

263 The record in CC Docket No. 92-296 establishes that
LECs have significantly lower depreciation rates than cable
operators and IXCs.

270 gee Harris at 21-23 for an extended discussion as to
why the Commission should eliminate the depreciation pre-
scription process.

271 amendment of Part 32 and 64 of the Commission’s
Rules to Account for Transactions between Carriers and Their

Nonregulated Affiliates, supra.

272 gee Separation of Costs of Regulated Telephone

Service from Costs of Nonregqulated Activities, 2 FCC Rcd
1298, recon., 2 FCC Red 6283 (1987), further recon., 3 FCC

Rcd 6701 (1988), aff’d sub nom., Socuthwegtern Bell Corp. V.
¥CC, 896 F.2d 1378 (D.C. Cir. 1990).
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and withdraw the affiliate transaction rules for price cap

LECs.

In CC Docket No. 93-179, the Commission is reviewing
the method by which rate of return is calculated in light of
the price cap plan’s sharing and lower formula adjustment

mechanisms,?"3

As discussed above (Section IV.A), rate of
return regulation has no place in a price cap plan and,
thus, the Commission need not address this issue either in

this or the Docket 93-179 proceeding.

In CC Docket No. 93-124, the Commission has proposed a
new operator services category for, what was previously, the
Traffic Sensitive Basket.?’® The Commission tentatively
concluded that the creation of a separate category for
operator services was necessary in order to limit LEC pric-
ing flexibility.?’® USTA submits, however, that competi-
tive alternatives exist for operator services, and there is
no reason to impose additional restrictions on LEC pricing

for these services by creating a new service category.

In CC Docket No. 92-275, the Commission proposed to

reduce from quarterly to annually the frequency with which

273 gee Price Cap Regulation of Local Exchange Carriers,

Rate of Return Sharing and Lower Adjustment Formula, 8 FCC
Rcd 4415 (1993).

274 gee Treatment of Operator Services Under Price Cap
Requlation, 8 FCC Rcd 3655 (1993).

275 1d. at 3656.

105



price cap carriers must file reports regarding new servic-

276

es USTA urges the Commission to eliminate new service

reporting in its entirety.

Finally, in CC Docket No. 93-240, the Commission is
considering whether judgements and litigation costs can be
reflected in earnings offsets for price cap companies or
alternatively, whether these costs must be borne by the
shareholder through a "below the line" adjustment.?”” 1If
the Commission eliminates the sharing mechanism as urged by
USTA, there would be no need for an earnings offset to

reflect costs associated with litigation.

VII. CONCLUSION

This proceeding is one of the most important ever
undertaken by the Commission. While the Commission has
conducted many significant, ground-breaking proceedings over
the last quarter century, seldom has there been a proceeding
such as this one which will have a major impact on both the
telecommunications industry and the nation’s economy, and

which will help shape a